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MAIN FEATURES 


1969", 1968 
FINANCIAL 
Total income $37,143,000 $30,896,000 
Cash_ flow 200315000 16,673,000 
Per share 4.18 S40 
Earnings for the year before provision for deferred income taxes 7,851,000 5,256,000 
Per share 1.64 110 
Working capital 755,000 (2,592,000) 
Capital expenditures $19,106,000 $26,424,000 
OPERATING 
Net daily production 
Crude oil and condensate (bbls.) PAS) FOG) 27,510 
Liquefied petroleum gases (bbls.) 392 DNS) 
Natural gas (mcf) 42655 36,496 
Sulphur (long tons) 206 — 
INCOME (from all sources) 40 CASH FLOW PER SHARE 5 
millions of dollars dollars 
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DIRECTORS REPORT 
Oo Thi SsmAKERMOMDERS 


It is a pleasure to report that operating 
results for 1969 exceeded al! previous figures. 
Production of crude oil and condensate, natural 
gas and sulphur were substantially greater than 
at any time in the past. Refinery throughput and 
product sales increased. Gross income, earnings 
and cash flow were up by wide margins. These 
results were achieved in the face of certain 
difficulties and problems, some experienced 
previously, some of recent origin. 

Production of crude oil and condensate and 
of natural gas, the two basics, increased to 
29,770 barrels and 42.7 million cubic feet per 
day respectively. Sulphur became a product of 
considerable importance, with an average pro- 
duction rate of 206 long tons per day. Earnings 
were up 49% (to $7,851,000, before provision 
for deferred income taxes), and cash flow reached 
$20,031,000, an increase of 20%. These results 
flow largely from the operation of the Kaybob 
South gas processing plant, which has been on 
stream since December, 1968, although full 
design rates were not achieved during 1969. 

The refining and marketing operations of 
the Company continue to expand in this highly 
competitive market. Additional refining and 
marketing facilities were added during the year. 
During a portion of the year under review, the 
regular supply arrangements of the refining and 
marketing segment of the industry in British 
Columbia were disturbed by a prolonged strike, 
which did not extend to the Company’s refinery 
in Prince George. 

The year just concluded was marked in the 
oil industry by the development of strong interest 
in the far north — Alaska, the Northwest Ter- 
ritories and Yukon, and Canada’s Arctic Islands. 
The oil development operations in Alaska follow- 
ing the Prudhoe Bay discovery of 1967, and the 
activity of the government-supported Panarctic 
Oils Ltd., with its reported gas discovery, have 
received considerable publicity. Intensified com- 
petition to acquire land holdings in these areas 
has resulted. Your Company is well represented 
in the areas of interest, as appears from the map 
at the end of this report which shows the location 
of major properties. 

One of the most interesting and potentially 
important aspects of 1969 activity is the effective 
land acquisition program which has been con- 
ducted. Additional lands were acquired in several 
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prospective areas, particularly in northern 
Canada. Seismic and surface geological programs 
have been in progress further to evaluate the 
Company’s lands, the more recent of which were 
acquired for the most part only after favorable 
preliminary Surveys. 

The limited market for southwestern Sas- 
katchewan crude oil has continued to present a 
problem throughout the year, representing a 
reduction, in the Company’s possible production, 
of over 1300 barrels per day. There are, 
however, some indications that an improvement 
in this situation may be expected. While the 
department responsible has been ‘successful in 
disposing of all of the Company’s sulphur produc- 
tion (chiefly from the Kaybob plant), the dollar 
yield has been substantially less than anticipated 
owing to progressive decline in world prices 
throughout the year. Improvement in sale price 
is not expected in 1970, as the situation is the 
result of excess world production of this element. 

Legislation which may follow the proposals 
made by the Federal Government in its ‘White 
Paper” on tax reform may well affect the opera- 
tions of the oil industry. The Company is studying 
the “White Paper” and anticipates filing a brief 
to set out its views. Another matter of anxious 
concern is the action which the United States 
may take in connection with oil imports and the 
effect which it could have on Canadian oil 
production. 

Notwithstanding the difficulties and prob- 
lems which seem to be present, continued 
improvement in results from the operations of 
the Company is looked for in 1970, a year which 
Should prove unusually interesting from the point 
of view of oil industry developments. 


During the year, Mr. G. E. Creber, Q.C., 
resigned as a director, after serving in that capa- 
city for five years. Union Oil people wish him well 
in the new post, the responsibilities of which 
influenced his decision to resign. The resultant 
vacancy on the board will be filled at an early 
date. 


With the expansion of operations, it has 
been necessary to increase the staff. The Com- 
pany is fortunate in the well-qualified employees 
it has been able to attract and, of course, con- 
tinues to rely on its fine group of experienced 
and competent people, without whom progress 
would not be possible. 


By Order of the Board. 


Mp Jaera 


President. 


REVIEW OF OPERATIONS 


Land Holdings at December 31, 1969 


Reservations and 
Permits* Leasehold Total 


Gross Net Gross Net Gross Net 


620,000 460,000 1,362,000 849,000 1,981,000 1309;000 
British Columbia 2,224,000 1,829,000 1,052,000 454,000 3,276,000 2,283,000 


Saskatchewan 409,000 362,000 802,000 530,000 1,212,000 892,000 
Manitoba — — 57,000 56,000 57,000 56,000 
N.W.T., Yukon and 

Arctic Islands 393332000 2,088,000 — — 3,333,000 2,088,000 


6,586,000 4,739,000 3,273,000 1,889,000 9,859,000 6,628,000 


*Approximately 50% of the area of each permit or reservation may be converted to leases. 


EXPLORATION 

Exploration activities were directed chiefly Northwest Territories. This survey commenced 
to Alberta, British Columbia, the Northwest Ter- early in November and will continue through to 
ritories and Saskatchewan. Continuing emphasis the spring of 1970. 
was placed on acquiring new land holdings in During 1969, the Company acquired 2,155,- 
Canada’s frontier exploration areas and increas- OOO net acres of petroleum and_ natural 
ing knowledge of the related geology. Geological gas rights, of which 459,000 acres were pur- 
field parties were active during the summer chased at a cost of $3,786,000; 124,000 acres 
months in the Stikine River area (Bowser Basin) were acquired for a work commitment tender; 
of northwestern British Columbia, on the east 75,000 acres were obtained from other com- 
side of the Richardson Mountains south of Fort panies under various option agreements and 
McPherson in the Northwest Territories, and in 1,497,000 acres were acquired upon filing in 
the Blow River area in the northern Richardson the relevant government offices. The largest 
Mountains. portion of the cash expenditure was made for a 

Geophysical surveys, mainly directed to 50 per cent interest in 433,000 permit acres 
Devonian reefs as the primary objective, were south of Dawson Creek, British Columbia, pur- 
carried out in Alberta, British Columbia and the chased at a cost of $2,418,000. Union now has 
Northwest Territories. A marine seismic survey a 5O per cent interest in 504,000 acres in this 
was conducted off the west coast of Graham area, which is considered prospective for Devon- 
Island, in the Queen Charlotte group, for pre- ian reef production. Offshore holdings in the. 
liminary evaluation of recently acquired lands, Beaufort Sea were increased to a 50 per cent 
and a shallow water marine survey was completed interest in 557,000 acres by the acquisition, at 
on holdings in the Mackenzie River delta area a Crown sale in January, 1969, of 124,000 net 
of the Northwest Territories. A marine survey, acres of permit by the assumption of an obliga- 
planned to complete initial evaluation (com- tion to perform exploratory work in the amount 


menced in 1968) of offshore holdings in the of $3,065,000. These offshore lands are highly 
Beaufort Sea, was postponed because —_ regarded as a result of geological and 
severe ice and weather condi- geophysical evaluation. Other ac- 
tions prevented the survey vessel quisitions of interest include 
from entering the prospect 1,150,000 acres on the north 
area. During the past sum- end of Graham Island, off 
mer, geophysical equip- the coast of British Colum- 
ment and supplies were bia, and 344,000 acres 
barged down the Mac- at Colville Lake, in the 
kenzie and up the Peel Northwest Territories. 

River preparatory to ex- During the year, 
ploration of land hold- the Company released 
Nes SOUT (Ole SOF: 2,924,000 acres. of 
McPherson in the petroleum and natural 


Aerial view of Union land 
holdings, Richardson Moun- 
tains, west of Inuvik, 
Northwest Territories. 


Drilling Operations — 1969 


EXPLORATORY WELLS 
Alberta 

British Columbia 
Saskatchewan 


DEVELOPMENT WELLS 
Alberta 

British Columbia 
Saskatchewan 


gas rights, of which 1,980,000 acres were 
dropped after geological and geophysical evalua- 
tion, 862,000 acres were surrendered to the 
Crown on conversion of permits to lease and 
82,000 acres were assigned to other companies 
having been earned by the drilling of wells on 
Company lands. 

At year end, the Company held 6,628,000 
net acres of petroleum and natural gas rights 
of which 298,000 acres were held by production. 


DRILLING 
Nature of Producing Approximate 

Field or Area Discovery Formation Depth 
Alberta 

Entice Oil Devonian 6500’ 

Rainbow Oil Devonian 5400’ 

Vermilion Oil Cretaceous 2000’ 
Saskatchewan 

West Beverly Oil Cretaceous 3500’ 

White Bear Oil Mississippian 4100’ 


The exploratory drilling program resulted 
in the discoveries listed above. 

The Company participated in 
the drilling of 42 exploratory and 
101 development wells in 
which it had partial or full 
interest. The table at top 
of page summarizes this 
activity. In addition, eight 
wells were drilled by 
others on lands in which 
the Company holds a 
royalty interest. Acre- 
age contributions were 
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made to 12 wells drilled by others adjacent to 
Company lands. 


The main feature of the year’s development 
drilling was the participation in 70 oil wells in 
Saskatchewan. Successful development drilling 
for both oil and gas was also conducted in five 
producing fields in Alberta and British Columbia. 


PRODUCTION 


CRUDE OIL AND CONDENSATE 


Net production of crude oil and condensate 
averaged 29,770 barrels per day, a gain of 2,260 
barrels per day, or 8.2%, over the previous year. 
Condensate production from the Kaybob South 
gas plant contributed the major portion of this 
gain. Increases in crude oil production in Alberta 
and British Columbia were more than offset by 
severe restriction of southwestern Saskatchewan 

crude production because of the limited mar- 
ket for this quality of crude during most 
of the year. Indicated increases in 
allowables for Alberta oil, addi- 
tional condensate production 
from the Kaybob South 
plant, improved responses 
from secondary recovery 
schemes in British Col- 
umbia fields, and an an- 
ticipated stronger mar- 
ket for southwest- 
ern Saskatchewan oil 
should result in a 


Typical drilling rig in 


Northern Alberta. 


Production of Crude Oil and Condensate Average net daily barrels 


1969 1968 

ALBERTA SASKATCHEWAN 

Red Earth 2,070 2,000 North Premier 
Kaybob South 4,020 1,410 Fosterton 

Virginia Hills 1,580 1,360 

Sturgeon Lake South 1,150 1,080 

Others 1570 1,350 


Nottingham 
7,200 Success 
SaeT Steelman 
Hastings 
BRITISH COLUMBIA Instow 
Milligan 3,820 Others 
East Peejay Le AN) 
Aitken 770 
Others 850 


continued increase in the Company’s production ing will provide an increase in daily oil production 
during 1970. and ultimate recovery of oil in place over con- 
In the Battrum field in Saskatchewan, addi- ventional recovery methods. 


tional compressor facilities, providing air injec- 

tion rates of 30,000 mcf per day, for the full 

scale combustion recovery program went on NATURAL GAS AND LIQUEFIED 
stream in October. The greater efficiency result- PETROLEUM GASES 


The Company’s sales of natural gas in 1969 
averaged 42.7 million cubic feet per day, an 
increase of 6.2 million cubic feet, or 17%, per 
day over the previous year. Contributing to this 


Production of Natural Gas Average net mcf/d growth was the sale of shallow gas from the 
Kaybob South area, which commenced in March, 
1969 1968 and increased sales from the Alexander field in 
ALBERTA Alberta. 


Alexander 2,490 1,250 
Crossfield 2,640 2,450 
Kaybob South 5,540 — 

Westlock 2,680 2,430 


Others 8,090 7,220 Reserves 


21,440 13,350 


1969 1968 


Crude oil and 
condensate (bbls.) 148,109,000 145,737,000 


BRITISH COLUMBIA 
Clarke Lake 15,610 18,180 


Liquefied petroleum 
gases (bbls.) 6,686,000 6,765,000 


Natural gas (mcf) .. 466,168,000 454,384,000 


SASKATCHEWAN 
All Sources 5,600 4,970 


42,650 36,500 


Sulphur (long tons) 1,318,000 1,278,000 


Sales of liquefied petroleum gases (propane 
and butane) averaged 392 barrels per day in 
1969, compared with 55 barrels per day the 
previous year. All of this increase came from the 
Kaybob South plant. The Company will have a 
sizeable increase in the sale of these products 
in 1970 due to improved transportation facilities 
which will make it possible for these products 
to meet competitive prices. 


SULPHUR 


Net sulphur sales in 1969 totalled 71,757 
long tons, or an average of 196.6 long tons per 
day. The average price received for this product 
was $19.67 per long ton. Sulphur prices declined 
drastically during the year as demand failed to 
keep pace with world production. 


KAYBOB SOUTH GAS PLANT 


The Kaybob South gas processing plant, 
which processes wet sour gas from the 
Beaverhill Lake reservoir, has been on 
stream for a full year, although it 
did not reach design capacity 
before year end. This plant, 
which has a design capa- 
city to treat 170 mmcf 
per day of sour gas, aver- 
aged an input of 110 
mmcef per day in 1969. 
Daily average product 
recoveries from the 
plant were 9,375 bar- 
rels of condensate, 


1,600 barrels of liquefied petroleum gases and 
688 long tons of sulphur. The residue of the 
sour gas was all reinjected into the producing 
reservoir for pressure maintenance purposes. 
Several operational problems experienced during 
the year were dealt with as they occurred. 
Union’s share of this plant is approximately 35%. 
This plant also commenced processing shallow 
sweet gas for sale in March, 1969. Such sales 
during the last ten months of the year averaged 
22,000 mcf per day. 

The forty mile rail spur, connecting the 
Kaybob South plant with existing rail facilities, 
was completed late in December. Products can 
now be transported by rail directly from the plant 
to Canadian and United States markets. 


RESERVES 


The Company’s net proven developed and 
undeveloped reserves at year end, with compara- 
tive figures for the previous year, as calculated 
by its reservoir engineers, are Summarized in the 

accompanying table. The developed reserves 
are the quantities that can be recovered 
through existing facilities. Unde- 
veloped reserves are the volumes 
estimated to be recoverable 
from wells to be drilled 
On proven undrilled acre- 
age, from existing wells 
requiring recompletion 
and as the result of 
the installation of new 
facilities for fluid in- 
jection or gas pro- 
cessing. 


Kaybob South Gas Plant. 


Night photograph of Prince 
George Refinery process 
units. 


Retail marketing outlet on 
the Trans Canada Highway 
at Hope, B.C. 
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REFINING 


Refining operations at the Company’s plant 
at Prince George set a new throughput level. 
During the year, 2,088,000 barrels of crude oil 
and condensate were processed, to yield a full 
range of motor gasolines, diesel fuels, heating oils 
and paving asphalts. The calendar day charge rate 
of 5,720 barrels for the year reflects an increase 
of 41% over the previous year. 


Installation of additional light-end process- 
ing equipment, increased cooling tower capacity, 
and addition of other minor equipment during 
the year raised refinery throughput capacity to 
8,000 barrels per stream day. A new vacuum 
distillation unit with associated facilities for 
manufacture of asphalt was installed during the 
year. Asphalt cements and road oils of excellent 
quality are now being produced. 


MARKETING 


Steady progress has been made to expand 
the Company’s petroleum marketing organization 
in the provinces of British Columbia and Alberta. 
At year end, 58 retail marketing outlets were in 
operation, with 12 additional service stations in 
the construction phase, completion being ex- 
pected early in 1970. Five bulk marketing plants 
were in operation. 


The petroleum marketing business has been 
extremely competitive throughout 1969, especially 
respecting product sales at the wholesale level. 
The Company has, however, increased total sales 
volumes during the year to a new high of 
1,479,000 barrels of refined products, and is 
making every effort to expand marketing activity 
in the retail, wholesale and refinery bulk sales 
markets. 


The Company will continue to provide the 
finest in petroleum products, services and facili- 
ties to its customers through the sales program 
and its network of franchised Union 76 dealers. 


FINANCIAL 


Net earnings for the year, before provision 
for deferred income taxes, amounted to 
$7,851,000 ($1.64 per share), compared with 
$5,256,000 ($1.10 per share), in 1968. Net 
earnings for the year, after provision for deferred 
income taxes, amounted to $7,151,000 ($1.49 
per share). This compares with $3,515,000 
($0.73 per share), in 1968, had provision for 
income taxes on the same basis been made in 
that year. Cash flow generated from operations 
totalled $20,031,000 ($4.18 per share), up from 
$16,673,000 ($3.48 per share), in 1968. 


A comparative analysis of income from all 
sources follows: 


1969 1968 

Crude oil and 

condensate ....... $25,770,000 $23,141,000 
Natuiralegas 7... 5. face 1,664,000 1,290,000 
Liquefied petroleum 

SASCSiae eee Rae 111,000 36,000 
SMOG nee od sacee une 1,412,000 20,000 
Refined products .... 6,928,000 5,651,000 
Interest income ...... 94,000 218,000 
Dividends from 

non-controlled 

Companies ee. eer 122,000 121,000 
Profit on sale of 

properties ......... 9,000 31,000 
Facility rental and 

service charges ... 985,000 304,000 


Miscellaneous income 48,000 84,000 


$37,143,000 $30,896,000 


The increase in sales is due mainly to the 
commencement of operations at the Kaybob 
South gas processing plant and to further develop- 
ment of refining and marketing operations. 


Capital expenditures are summarized as 
follows: 


1969 1968 
Development ........ $ 6,507,000 $17,473,000 
Exploration) S067 .c.2 6,695,000 4,644,000 
Refining and 
marketing ......... 5,904,000 4,307,000 


$19,106,000 $26,424,000 


The high figure for development capital expendi- 
tures for 1968 included the major part of the 
cost of construction of the Kaybob South gas 
processing plant. 


Funds which may be required for any 
planned operations, and which are not provided 
through the Company’s cash flow, are available 
under existing arrangements with Canadian 
banks. 


For income tax purposes, the Company 
claims capital cost allowances which are author- 
ized under the Income Tax Act, rather than the 
amount of depreciation recorded in the accounts 
and shown in the Financial Statements. In addi- 
tion, it claims drilling and exploration expenses 
to the extent that they are allowable deductions 
for tax purposes, regardless of the treatment 
followed in the accounts. 


The Company has no liability for the pay- 
ment of income taxes at the present time. Prior 
to 1969, no provision had been made for deferred 
income taxes. In 1969, following increasingly 
general practice in the industry, it was decided 
to make provision in the accounts of the Company 
for the amount of income taxes which are 
deferred by reason of the difference between 
income tax calculations and financial accounting 
practice relative to depreciable assets and, 
accordingly, the necessary adjustments have been 
made. An explanation respecting this change in 
accounting practice, and its effect on the Com- 
pany’s accounts, is given in Note 3 to the 
Financial Statements (Page 14). 


Financial and operating statistics for the 
past eight years appear on Page 16 of this report. 


UNION OIL COMPANY 
OF CANADA LIMITED 


and its wholly owned subsidiary 


CONSOLIDATED BALANCE SHEET 


ASSETS 


CURRENT ASSETS 
Cash 
Accounts receivable 
Inventories (Note 5) 


Crude oil, condensate, sulphur and refined 
products 


Materials and supplies 


PROPERTY, PLANT AND EQUIPMENT, at cost (Note 7) 
Less: Accumulated amortization, depletion and depreciation 


OTHER ASSETS 
Long term receivables 
Investment in non-controlled companies, at cost 
Operating and performance deposits 
Prepaid and deferred charges 


Approved by the Board of Directors 


ee Za Age Director 
DUE Director 


10 


YEAR ENDED DECEMBER 31 


1969 


$ 354,714 
7,009,196 


2,286,605 
955,020 


10,603,035 


151,896,411 
86, 963;607 


114,932,804 


391,644 
1,501,149 
T37,559 
9300S 


3,567,479 


pl29) 103,316 


1968 


$ 25/095 
4,675,320 


Lil73-323 
907, 2 
7 O12;90C 


139,134,901 
30,942,929 


108, 194972 =. 


399,680 
1,505,665 
883; 173 
975,423 
2, Oo, 70 


$118,968,833 


LIABILITIES 


CURRENT LIABILITIES 
Accounts payable and accrued liabilities 
Bank loan 


TERM LOAN (Note 9) 


DEFERRED INCOME TAXES (Note 3) 


SHAREHOLDERS’ EQUITY 


SHARE CAPITAL (Note 8) 
Authorized 


1969 


Wests Sis 
1,960,000 
9,847,996 
2,040,000 
4,689,000 


7,500,000 shares of the par value of $1 each 


Issued and fully paid 
4,789,300 shares 


CONTRIBUTED SURPLUS 


EARNED SURPLUS 


4,789,300 


73, 100147, 
77,945,447 


34,580,875 


E2926: 922 


SiZo, LOS 316 


oll! 


1968 


$ 7,604,698 


2,000,000 
~ 9,604,698 


3,989,000 


4,789,300 


73,156,147 
77,945,447 


27,429,688 
105337 9,185 


$118,968,833 


UNION OIL COMPANY 
OF CANADA LIMITED 


and its wholly owned subsidiary 


CONSOLIDATED STATEMENT OF EARNINGS year Envep DECEMBER 31 


1969 
INCOME 


Sale of crude oil, condensate, natural gas, liquefied 


petroleum gases, sulphur and refined products $35,884,849 
1,257,798 


37,142,647 


Other income 
Total income 


EXPENSE 
Production 5,189,664 
1 LOZ OFS 
1,483,617 
3,665,163 
2,109,174 
4,414,229 
1,991,678 
6,866,398 
2,468,562 


29,291,460 


Exploration 

Rentals on unproven lands 
Amortization of unproven lands 
Depletion 

Depreciation 

Dry holes and abandonments 
Refining and marketing 

General and administrative (Note 4) 


Total expense 


EARNINGS before provision for deferred income taxes Vinci els vt 
700,000 


> 7, LOITS7 


Provision for deferred income taxes (Note 3) 
EARNINGS FOR THE YEAR 


1968 


$30,137,860 


VV RNS. 


30,395 7/-5 


4,031,079 
1,113,428 
13933497 
3,097,077, 
Z,603;o02 
3,320-299 
Ve ONS 8, 7/ 
6,188,996 
1,495,899 


25,640,071 


5,255,704 
1,741,000 


$ 3,514,704 


CONSOLIDATED STATEMENT OF SURPLUS year EnpED DECEMBER 31 


1969 
CONTRIBUTED SURPLUS 


Paid-in premium on shares issued 
Balance January 1 S/S, 10647 
Additions during the year a 


Balance December 31 TASHA SS NY, 


EARNED SURPLUS 


Net earnings retained in the business 
Balance January 1 31,418,688 
3,989,000 
27,429,688 
7; LOL LST 


$34,580,875 


Less: Adjustment for deferred income taxes (Note 3) 


Adjusted balance January 1 
Add: Earnings for the year 


Balance December 31 


es 


1968 


$73,156,147 


J 3,196,147 


26,162,984 


2,248,000 


23,914,984 
3,514,704 


$27,429,688 


SeNSOE DATED SirAkEMENT OR. SOURGE 


AND EMPLOYMENT OF FUNDS year EnbeED DECEMBER 31 


SOURCE OF FUNDS 


Sales of crude oil, condensate, natural gas, liquefied petroleum 
gases, sulphur and refined products, and other income 


Less: Expenditures for production, exploration, rentals on 
unproven lands, refining and marketing and for general 
and administrative expense 


Funds provided from operations 


Increase in term loan 
Disposal of property, plant and equipment 


Net decrease in other assets 


EMPLOYMENT OF FUNDS 


Capital expenditures 


Net increase in other assets 


INCREASE (DECREASE) IN WORKING CAPITAL 


13 


$37,142,647 


U7 AIG ZAG: 


20,031,431 


2,040,000 
185,146 
196,482 

22,453,059 


PO PLOG 222 


19,106,222 


$ 3,346,837 


SD iGo // TES 


14,222,899 
16,672,876 


165/28 232 


26,424,090 
973,779 
27,402,865 


$(10,674,633) 


NOMES Gy witeita 
FINANCIAL STATEMENTS 


NOTE 1 — SUMMARY OF ACCOUNTING PRACTICES 


The Company’s accounting practice is to charge to expense, when incurred, all exploration expenditures, including the 
cost of dry holes but excepting the cost of geophysical surveys which result in retention or acquisition of properties and also 
excepting the acquisition cost of oil and gas properties. These exceptions and the cost of successful wells are capitalized 
and, when appropriate, are amortized on a unit of production basis. 


The costs attributed to unproven lands are amortized by charging to expense each year an amount calculated to write off 
these costs over the estimated period of retention of the lands concerned. When unproven lands are surrendered, the accu- 
mulated amortization is reduced by the costs attributed to such lands. 


Depreciation on production equipment and facilities is calculated on a unit of production basis. The reserves used in this 
calculation are proven developed reserves. Depreciation on general facilities is calculated on a straight line basis. 


Depletion in respect of investment in proven lands is calculated on a unit of production basis, using in the calculation 
total proven reserves, both developed and undeveloped. 


Provision has been made, for the first time, for certain deferred income taxes, particulars of which appear in Note 3. 


NOTE 2 — PRINCIPLES OF CONSOLIDATION 


The consolidated financial statements include the accounts of Union Oil Company of Canada Limited and its wholly 
owned subsidiary, Unian Oil Holdings Limited. 


NOTE 3 — INCOME TAXES 


Under the provisions of the Income Tax Acts, each of the Company and its subsidiary company may deduct its drilling 
and exploration expenses from current income. Any excess of such expenses in any year may be carried forward to apply 
against future income. In addition, the Acts authorize capital cost allowances which may be greater than the corresponding 
depreciation recorded in the companies’ accounts. As a result of the application of these provisions, no income taxes were 
payable by either of the companies for 1969. 


At December 31, 1969, accumulated drilling and exploration expenses aggregating approximately $46,000,000 for both 
companies were carried forward for use in computing taxable income in future years. There remained at the same date 


approximately $28,000,000 of assets in respect of which capital cost allowances may be claimed. At December 31, 1968, the 
comparable figures were approximately $52,000,000 and $25,900,000. 


Following increasingly general practice in the industry, it has been decided to make provision in the accounts of the 
Company for the amount of income taxes deferred by reason of the difference between income tax calculations and financial 
accounting practice relative to depreciable assets. Accordingly, the necessary adjustments have been made during 1969 retro- 
active to the commencement of operations. The amount provided for deferred income taxes is $700,000 for 1969, and 
cumulatively $4,689,000. 


It is not considered appropriate at this time to provide for income taxes which are deferred by reason of differences 
between income tax calculations and financial accounting practices relative to drilling and exploration expenses. This 
opinion is held by many other companies in the oil and gas industry. Accordingly, no provision has been made for income 
taxes which might be considered to be deferred by reason of such differences. If the deferred tax theory had been followed 
with respect to drilling and exploration expenses, net income in 1969 would have been reduced by $2,650,000 ($1,618,000 
in 1968), and the cumulative amount of deferred income taxes in respect of such differences to December 31, 1969, would 
have been $12,020,000. 


NOTE 4 — REMUNERATION PAID TO DIRECTORS AND SENIOR OFFICERS 
Statement required by Canada Corporations Act: 


Total remuneration received from the Company and its consolidated subsidiary by directors of the Company, including 
directors who are officers, amounted to $65,426. 


Statement required by certain provincial Securities Acts: 


Aggregate direct remuneration paid or payable by the Company and its consolidated subsidiary to the directors and 
senior officers of the Company amounted to $222,385. 


NOTE 5 — INVENTORIES 
Valuation of inventories is at or below average cost but does not exceed net realizable value. 
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NOTE 6 — COMMITMENTS AND CONTINGENCIES 


In accordance with relevant regulations, the Company has issued non-interest bearing demand notes which are on deposit 
with the Federal government to guarantee the performance of exploratory work in respect of certain Crown oil and gas rights 
granted to the Company. These demand notes total $4,859,900 at December 31, 1969. 

The Company has a contingent liability to purchase in certain circumstances, at a cost not exceeding $1,550,000, bonds 
of a pipeline company of which Union Oil Company of Canada Limited is a shareholder. The Company is contingently liable 
for the payment of principal (to a maximum amount of $2,725,000) and interest in respect of certain debentures of the same 
pipeline company. 


NOTE 7 — PROPERTY, PLANT AND EQUIPMENT 
at December 31, 1969 
Accumulated 
depletion, Net 
Gross depreciation investment 
investment and Net December 
at cost amortization investment Sil, Sess! 


$e 24,290,727 $ 2,744,061 $=21/552;666 $ 195547297 


Unproven lands 

Proven lands 

Exploration work in progress 
Oil and gas wells and facilities 
Gas plants and facilities 
Marketing sites and facilities 
Refinery 

Other facilities and equipment 


37,520,135 
LOTS; 797, 
SLJeU, iGo 
13,633,802 
12;158;069 
Soi 273 
1,588,388 


16,318 755 


15,031,809 
LL OS OU.O 
333,096 

ee esis 
386,774 


21,007,380 
ROME S VAS T/ 
36,928,356 
12,480,277 
11,824,973 
8,921,741 
1,201,614 


22,829,684 
1,876,368 
87,731,287 
9:926;992 
7,449,198 
8,076,957 
704,189 


$151,896,411 $36,963,607 $114,932,804 $108,191,972 


NOTE 8 — SHARE CAPITAL 


Options to purchase shares of the Company are held by certain employees in respect of 5,150 shares and by certain 
officers, one of whom is a director, in respect of 10,700 shares. The option price is equal to the market price on the day 
the options were authorized. Options are exercisable at various dates, but not later than 10 years from the date of issue. 
No options were exercised during 1969. Details of shares under option at December 31, 1969, are as follows: 


Date Shares 


March 14,1967 1,000 
To officers, one of whom is a director December 6, 1967 9,700 
To certain employees December 6, 1967 5), USY0, 


Total shares under option December 31, 1969 155850 


NOTE 9— TERM LOAN 
The term loan is repayable at the rate of $335,000 per quarter. Payments due in 1970 are included in current liabilities. 


To an officer 


AUDITORS’ REPORT 
TO THE SHAREHOLDERS OF UNION OIL COMPANY OF CANADA LIMITED 


We have examined the consolidated balance sheet of Union Oil Company of Canada Limited and its wholly owned 
subsidiary as at December 31, 1969, and the consolidated statements of earnings, surplus and source and employment of 
funds for the year then ended. Our examination included a general review of the accounting procedures and such tests of the 
accounting records and other supporting evidence as we considered necessary in the circumstances. 

In our opinion, these consolidated financial statements present fairly the financial position of the companies as at De- 
cember 31, 1969, and the results of their operations and the source and employment of their funds for the year then ended, 
in accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year, 
except for the change in accounting for deferred income taxes, referred to in Notes 1 and 3, with which we concur. 


MCDONALD, CURRIE & CO. 


Calgary, February 12, 1970. CHARTERED ACCOUNTANTS. 
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EIGHT YEAR 
STATISTICAL REVIEW 


FINANCIAL 1969 1968 1967 1966 1965 1964 1963 


(in thousands of dollars, except where otherwise specified) 


Income from all sources $ 37,143 |$ ~- 30:896 |$ 25,265 |$ 23,;947A1$ 12,277 $s 8,939 7,478 
Less: 

Expenditures for production, 

exploration, rentals on 

unproven lands, refining and 

marketing and for general 

and administrative expense 


Cash flow from operations 
Dollars per share 
Less: 
Depletion, depreciation, dry 
holes, abandonments and 
amortization of unproven lands 10,279 


Earnings (Loss) for the year 
before provision for deferred 
income taxes 
Dollars per share 
Provision for deferred 
income taxes 


Earnings (Loss) for the year ) (2,598) 
Dollars per share : : : 5 : ; (0.06) (0.72) 


Working capital (104) (12) 3,062 


Property, plant and 
equipment — net 51,208 50,064 46,283 
Investments and other assets 3,76 773 828 


Total assets employed 119,255 109,364 104,108 51,877 50,880 50,284 


Less: 
Balance of purchase price of 
oil and gas properties and 
other assets — — — = ca = 
Other liabilities 2,040 — — — 167 378 — 
Deferred income taxes 4,689 3,989 2,248 1,420 874 423 cae 


Shareholders’ equity $ 112,526 |$ 105,375 |}$ 101,860 SJoyisiars! || 85 Le 7/AG; SOS 15 WOVE) 8) SO) 2ev# 


Number of shares issued 
and outstanding 4,789,300 4,789,300 4,789,300 4,768,050 3,600,600 3,600,000 3,600,000 3,600,000 
Number of shareholders 2 (esi 1,451 1,865 2212 2,096 


Capital expenditures 

Development drilling 

Oil, gas and gas plant facilities 

Exploratory drilling 

Geophysical surveys 

Acquisition of oil and gas 
properties and other rights 
and interests 

Refining 

Marketing 


Total SISOS Se 26;4245 |S ei os5 S 239m> 


OPERATING 


Net proven reserves 
Crude oil and condensate 
(thousands of barrels) 148,109 W465 57/37 143,937 133,079 127,483 52,988* 45,278* 40,985* 
Liquefied petroleum gases 
(thousands of barrels) 6,686 395 408 — —— ox 
Natural gas (mmcf) 466,168 403,274 367,879 275,129 266,112 254,037 
Sulphur (long tons) 1,317,771 659,279 249,129 — = 


Average net daily production 
Crude oil and condensate (bbls.) 27,510 26,960 26,405 12,030 9,745 8,230 5,760 
Liquefied petroleum gases (bbls.) 2 5 


5 ae is ae pass Bee eter 
Natural gas (mcf) 36,496 25,915 24,028 13,700 10,600 11,500 10,400 
Sulphur (long tons) 06 — = = =o = — ae 


Land holdings 
(thousands of net acres) 7,397 6,169 yo 7/ 5,825 1,576 1,857 4,070 


Number of employees 2347 |e 191 133 12 83 WS 76 
*Proven developed reserves only 
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Union marine geophysical survey off the Queen 
Charlotte Islands, British Columbia. 
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